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Article history: This study examines the dynamics of capital structure in Indonesia by exploring
. the role of Return on Assets (ROA) in mediating the relationship between firm age,
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emerging markets like Indonesia. It contributes to the theoretical and practical
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investors and managers.
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1. Introduction

Leverage is a critical element in improving a company's productivity and performance (Bui, 2020). Large-
scale companies often record higher and more stable leverage and profitability. On the other hand, smaller
companies tend to show the opposite due to limited funds for investment (Hadi & Suryanto, 2017).
Moreover, leverage is an essential component of an organisation's capital structure. It has long been
recognised that firm size and age play a role in a firm's decision on the use of leverage (Kieschnick &
Moussawi, 2018). However, these influences on companies in Indonesia have yet to be explored in depth.
Existing research mostly focuses on the effect of firm size and age on financial performance or firm value.
Therefore, it is important to explore how firm size affects leverage in the Indonesian context.

Firm size is an indicator that highlights the financial strength of a firm (Virgantara, 2022). Larger
companies generally have easier access to funding sources, both internal and external. Suseno et al., (2023)
states that firm size has a positive influence on the use of debt in its financing. This means that the larger the
size of the company, the higher its funding needs, so it is more likely to use debt to finance these needs. As
size increases, the use of debt increases. Firm age is considered an important factor, as older firms generally
have a better track record and credit reputation, which is beneficial for creditors to assess credit risk (Hadi &
Suryanto, 2017). Soesetio et al., (2021) also found that the lack of long-term loans is a major obstacle for
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small businesses in gaining access to debt, suggesting the importance of firm age in influencing the
relationship between tangible assets and corporate debt.

Despite the recognized impact of firm size and age on leverage decisions, a nuanced understanding
of these relationships remains underexplored in Indonesia, a rapidly developing market with unique financial
dynamics. This gap in research not only limits theoretical advancements in capital structure analysis but also
hampers practical applications for local businesses striving to optimize their financial strategies. Pecking
Order theory suggests that firms tend to use retained earnings first, then debt, and finally equity, due to the
negative signal minimisation factor of equity issuance. It is argued that high profitability, indicated by high
ROA, may allow firms to be more self-sufficient in financing and reduce dependence on debt. In addition,
Market Timing Theory states that capital structure adjustments depend on current market conditions,
focusing on management's efforts to take advantage of market conditions to maximise shareholder wealth.

Myers' 1984 Pecking Order Theory indicates corporations prioritize internal funds, debt, and equity
financing. Adair & Adaskou (2015) explained how capital structure affects leverage. Bhat et al., (2023)
discovered supportive evidence for the Pecking Order Theory in company size and leverage. Hariyanti &
Pangestuti (2021) examined dividend policy factors using this hypothesis. According to the Pecking Order
Theory, profitability affects a firm's capital structure and leverage, according to Chipeta & McClelland
(2018). Anita et al., (2023) and Lambey et al.,, (2021) found that profitability affects Indonesian
manufacturing enterprises’ earnings management.

Older enterprises have stronger debt market access, which affects capital structure (Elsas &
Florysiak, 2015). Ibhagui & Olokoyo (2018) confirmed that company age affects capital structure decisions
in emerging nations like Nigeria. Yahaya & Tijjani (2021) found an inverse association between company
age and leverage in Nigerian oil and gas businesses. Serrasqueiro & Caetano (2014) found that larger
enterprises may get more collateral and access the lending market more quickly, affecting leverage. Isik et
al., (2017) found that business size affects profitability and capital structure. In Indonesia's food and beverage
industry, Kartiningsih & Daryanto (2020) analyzed firm size and profitability.

Good corporate governance, leverage, age, size, and profitability affect profits management in
Indonesian enterprises, according to Indracahya & Faisol (2017). Leverage and other factors affect earnings
management in Indonesian non-financial enterprises, according to Chandra & Djashan (2019) and Gozali et
al., (2021) analyze how firm characteristics and earnings management methods affect Singapore-listed
companies, particularly Indonesian ones. This study supports the capital structure and leverage implications
of the Pecking Order Theory by showing that business size and age affect earnings management approaches.

Serrasqueiro & Caetano (2014) claim that Market Timing Theory predicts firms will organize their
capital structure to take advantage of favorable market conditions. Your study includes the impact of firm age
and size on leverage. Lambey et al., (2021) studied how profitability, firm size, equity ownership, and age
effect value in leveraged Indonesian manufacturing enterprises. Market Timing Theory is supported by
thisstudy's business value correlations. Anton (2016) studied how leverage affects Romanian-listed firms'
growth. He found that corporations use debt in good markets, supporting Market Timing Theory. Size affects
listed corporations' capital structures. Bhat et al., (2023) observed in India that larger enterprises can better
capitalize on market opportunities and wield leverage more freely.

Including Market Timing Theory, Elsas & Florysiak (2015) analyzed capital structure and
adjustment theory. Research shows that Market Timing Theory influences firms' capital structure decisions,
but firms adjust leverage later than predicted by this theory. This theory can play an important role in
determining the effect of firm age/size on leverage adjustment, but it may not produce results as quickly as
predicted.

Based on these theories and concepts, the purpose of this study is to investigate how profitability
mediates the relationship between firm size and age on leverage. This study is unique in that it uses financial
leverage as the dependent variable, rather than as an independent or control variable. The two main factors to
be considered are firm size and age of the listed firm. This research has both theoretical and practical
implications. By testing Market Timing Theory and Pecking Order Theory within the Indonesian context, we
aim to provide additional insights into how these theories operate in a developing country, characterized by
unique market and firm dynamics that differ from those in developed nations. This investigation not only
enhances our understanding of capital structure management in such environments but also fills a critical
information gap regarding capital structure practices in Indonesia.

Theoretically, this study advances the discourse on the role of profitability as a mediator by
examining its influence on firm age, size, and leverage in the context of business valuation. This exploration
is poised to substantially enrich our comprehension of how profitability interplays with other fundamental
factors in shaping capital structure decisions, thereby extending the existing body of knowledge on capital
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management influenced by profitability metrics. Moreover, the research delves into additional factors that
impact leverage, aiming to uncover elements not previously considered. This in-depth analysis provides
greater clarity on the drivers of corporate capital structure decisions, presenting a more nuanced
understanding of leverage dynamics in the Indonesian market.

From a practical perspective, this study offers actionable guidance to Indonesian firms on optimizing
their capital structure decisions based on age, size, and profitability. By adopting more efficient and effective
funding strategies, firms can enhance their financial stability and growth potential. Additionally, the findings
provide valuable data for investors and other stakeholders on how companies in Indonesia manage their
capital structures, thereby enabling more informed investment decisions and a clearer understanding of the
associated risks. Regulatory bodies such as the Financial Services Authority (OJK) and the Indonesia Stock
Exchange (IDX) will benefit from insights into the factors influencing capital structure decisions. This
knowledge can facilitate the development of more effective regulations, fostering an environment conducive
to corporate growth and the overall development of Indonesia’s financial markets. Lastly, this research
emphasizes the significance of contextual factors in financial theory application and proposes further
empirical studies in emerging markets, where financial practices and market conditions may deviate from
established theoretical norms.

This research directly addresses the practical needs of Indonesian companies in making informed
capital structure decisions. By elucidating the interplay between firm size, age, and profitability, the study
equips local businesses with the strategic insights necessary to navigate their unique market conditions.
Specifically, the results will help firms to tailor their leverage strategies to better align with their
developmental stage and financial health, ultimately fostering more robust financial planning and execution
in the Indonesian economic landscape.

Since older enterprises are more financially secure and profitable, profitability may mediate age and
leverage (Anita, Suseno, et al., 2023; Brawn & Sevié¢, 2018; Crouzet & Mehrotra, 2020). Profitable
enterprises can repay loans and improve credit limits, which might affect leverage (Adair & Adaskou, 2015;
Anton, 2016; Elsas & Florysiak, 2015). Based on market reputation and creditor relationships, older
enterprises frequently have better funding sources (Ibhagui & Olokoyo, 2018; Lewis & Tan, 2016). Better
loan terms may increase leverage for older enterprises with higher profitability (Chipeta & McClelland,
2018; Serrasqueiro & Caetano, 2014; Yahaya & Tijjani, 2021).

Because older firms have more mature capital structures, profitability may also alter the link
between Firm Age and Leverage, according to Bhat et al., (2023), Ghafoorifard et al., (2015) and Isik et al.,
(2017). Adair & Adaskou (2015) and D’ Amato & Falivena (2020) and Elsas & Florysiak (2015) suggest that
older, more profitable enterprises can better manage their capital structure and attain optimal leverage levels.
Effective resource management may make older enterprises more profitable (Isayas, 2022; Kartiningsih &
Daryanto, 2020; Putri & Suseno, 2024a). Improvements in loan and debt management can help older
enterprises stay profitable despite increased leverage (AL-Homaidi et al., 2020; Hariyanti & Pangestuti,
2021; Muslih & Marbun, 2022).

Better debt management may be found in older, more profitable companies (Anton, 2016; Brawn &
Sevi¢, 2018; Yahaya & Tijjani, 2021). Adair & Adaskou (2015); Elsas & Florysiak (2015) and Serrasqueiro
& Caetano (2014) imply that increased profitability may give older firms more flexibility in handling
financial risks and shifting market conditions, moderating the ratio of leverage to company age. As observed
by Crouzet & Mehrotra (2020), Yahaya & Tijjani (2021) and Younis & Sundarakani (2019) the resilience of
elderly enterprises to changes in economic and business cycles may also influence the relationship between
profitability, Firm Age, and leverage The capital structure of older, more profitable enterprises may be better
equipped to adapt to economic developments and sustain enough leverage (Ibhagui & Olokoyo, 2018; Lewis
& Tan, 2016).

In conclusion, D’ Amato & Falivena (2020), Gozali et al., (2021) and Laurencia & Mulyana (2022)
suggest that older firms' commitment to excellent corporate governance and CSR may boost profitability and
change the link between “Firm Age and leverage.” Higher-profit, well-governed older enterprises may get
better loans with better terms and leverage. Hy: Profitability mediates the relationship between Firm Age and
leverage.

According to Bhat et al., (2023); Ibhagui & Olokoyo (2018) and Nguyen et al., (2020), larger
enterprises have better access to capital markets and can negotiate better borrowing conditions, which may
affect leverage. Profitability may mediate the relationship between Firm Size and Leverage by reflecting
larger firms' financial performance and ability to generate consistent cash flows to meet debt obligations,
according to AL-Homaidi et al., (2020), Isayas (2022) and Serrasqueiro & Caetano (2014). Successful and
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larger enterprises may receive more loans due to perceived legitimacy and reduced risk of failure (Anton,
2016; Brawn & Sevié, 2018; Ghafoorifard et al., 2015).

Anita, Suseno, et al., (2023), Isik et al., (2017) and Putri & Suseno (2024) suggest that increased
profitability may balance the link between Firm Size and Leverage by demonstrating financial soundness and
debt risk management. Larger, more lucrative enterprises may be able to expand and reduce debt using
profits from operations (Anita, Abdillah, et al., 2023; Hariyani et al., 2021; Yahaya & Tijjani, 2021).
According to Chandra & Djashan (2019), Khanh & Khuong (2018) and Rujiin & Sukirman (2020), larger
businesses may be driven to lower leverage and focus more on organic development through improved
profitability, mediating Firm Size and Leverage.

Due to operational efficiency and financial risk management, larger companies may be more
lucrative (Adair & Adaskou, 2015; Kartiningsih & Daryanto, 2020; Lambey et al., 2021). According to Elsas
& Florysiak (2015), Millenia & Jin (2021) and Serrasqueiro & Caetano (2014), larger firms can better
manage the risks associated with higher debt and maintain an appropriate balance between growth and
financial stability through higher profitability, which may mediate Firm Size and Leverage.

Profits may imply that larger companies are better at growth plans and can finance investments
Gozali et al., (2021), Laurencia & Mulyana (2022) and Lewis & Tan (2016). Business size can affect
leverage through profitability, according to Indracahya & Faisol (2017) and Joson & Susanti, (2017). As
companies grow, internal resources may be better than debt.

Finally, success in market rivalry may explain larger enterprises’ higher profitability (Ibhagui &
Olokoyo, 2018; Muslih & Marbun, 2022; Serrasqueiro & Caetano, 2014). Greater profitability may moderate
the relationship between business size and leverage, implying that larger firms can better control their
leverage to confront competitive pressures and maintain a strong market position. Increased profitability may
moderate the ‘relationship between Firm Size and Leverage’ in numerous business and industry
circumstances.

Hy: Profitability mediates the relationship between Firm size and leverage.

2. Research Method

A positivist philosophy and a quantitative methodology grounded in causal relationships are employed in this
research. Utilized in this study is secondary data, manifesting as a blend of time series and cross-sectional
data, which is referred to as panel data. This study employed financial ratios (“Firm age, Firm size, ROA, and
Leverage”) from www.idx.co.id annual reports and journals and the internet. Smart PLS version 3.2.9 was
used to analyze this research using "Partial Least Squares” (PLS The PLS method can be applied to small
sample sizes and does not require normal data distribution., according to Hair et al., (2017). Ghozali (2021)
stated that research with secondary data does not require validity and reliability testing using one indicator
(outer model), so this study only tests the inner model. P-values below 0.05 or T statistics above 1.96 indicate
statistical significance (Ghozali, 2021).

Population and sample

The population for this study includes all non-financial companies listed and publicly disclosed on
the Indonesia Stock Exchange (IDX) from 2019 to 2021, totaling 568 companies. Using a non-probability
purposive sampling method, which selects data based on specific criteria representing the population, a
sample of 424 companies was chosen for this study. The sample criteria are:

Table 1. Research sample criteria

No Sample criteria Number of samples
1. Companies listed on the IDX for the period 2019-2021 568
2. Companies that do not have complete data needed for this study (114)
3. Number of company samples 424
4 Total data 1272

Source: data processed by researchers in 2023
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Figure 1. Research framework

Variable definitions

Firm age refers to the duration of time since the company was founded or began operations.
According to several studies, firm age can affect various aspects of firm performance, such as profitability
(Isik et al., 2017), capital structure (Ibhagui & Olokoyo, 2018), and intellectual capital disclosure (Joson &
Susanti, 2017). To measure firm age using Log N (age of the company)

Firm size refers to the size of the company that can be measured by various methods, such as the
number of employees, total assets, or revenue. Firm size impacts various financial and operational metrics,
such as profitability (Isik et al., 2017), capital structure (Ibhagui & Olokoyo, 2018) and dividend policy
(Brawn & Sevié, 2018). To measure firm size accurately, Log N (total assets) is commonly employed.

Within this research, return on assets (ROA) can be understood as an indicator of profitability that
depends on factors like firm size (Isik et al., 2017) or age (Crouzet & Mehrotra, 2020). ROA measures
profitability as an index which illustrates whether an organization can produce profits through their assets.

ROA = Net income

" Total assets

Leverage refers to a firm's use of debt financing its assets and operations (Ibhagui & Olokoyo,
2018). Leverage can be measured as the ratio between Debt to Equity ratio or total long-term debt to total
assets of the business (or total long-term debt to total assets of its holding company).

BBV = o e @)

Total equity

3.  Results And Discussions

"Descriptive statistics” are statistical techniques that offer a concise summary of research projects and the
associations between independent variables, making the data easily understandable. Descriptive statistical
analysis involves calculating measures such as the minimum, maximum, average, and standard deviation of
variables to understand data characteristics. These metrics provide an overview of the data, helping to
identify trends and patterns.

Table 2. Descriptive statistics ratio

Variable Firm Age Firm Size  Leverage ROA
Minimum 1,386 16,524 0,001 -33,400
Maximum 5,866 26,616 694,300 66,600
Average 3,289 21,630 103,531 1,238
Standard Deviasi 0,620 1,751 257,829 6,349

Source: Data processed by researchers in 2023
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Figure 2. Partial least squares path diagram

The coefficient of determination, denoted as R-square, indicates the extent to which the independent
variables in a regression model account for the variation in the dependent variable. A low R-square value
implies that the model's independent variables have a limited ability to explain or predict the dependent
variable.

Table 3. Coefficient of determination
Variabel R Square
ROA 0,014
Leverage 0,004
Source: Data processed by researchers in 2023

Based on the table above, the “R-square” value for “Return on assets” (ROA) is 0.014, indicating
that “Firm age and Firm Size” can affect “Return on assets” (ROA) by 1.4%. The R-square value for

Leverage is 0.004, indicating that “Firm age”, “Firm Size” and “Return on assets” (ROA) together can affect
Tobins'Q by 0.4%.
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Figure 3. Partial least squares path diagram

Table 4. Direct effect
Original Sample (O) T Statistics (O/STDEV|) P Values

Firm Age -> Leverage 0,005 0,213 0,831
Firm Age -> ROA 0,010 0,296 0,767
Firm Size -> Leverage 0,011 0,525 0,600
Firm Size -> ROA 0,115 3,786 0,000
ROA -> Leverage -0,061 1,218 0,224

Source: Data processed by researchers in 2023

The path coefficient for Firm Age on Leverage is 0.005, indicating a positive but negligible
influence. With a P-value of 0.831, which is above the 0.05 threshold, and a T-statistic of 0.213, which is
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below 1.96, the effect of Firm Age on Leverage is statistically insignificant. Therefore, it can be concluded
that Firm Age positively affects Leverage, but the effect is not significant.

Similarly, the path coefficient for Firm Age on ROA is 0.010, showing a positive effect. However,
the P-value of 0.767 exceeds 0.05, and the T-statistic of 0.296 is less than 1.96, indicating that the impact is
statistically insignificant. Thus, Firm Age has a positive but insignificant effect on ROA.

The path coefficient for Firm Size on Leverage is 0.011, suggesting a positive relationship.
However, the effect is not statistically significant, as indicated by a P-value of 0.600 and a T-statistic of
0.525, hoth falling outside the significance range. Therefore, Firm Size positively affects Leverage, but this
effect is insignificant.

The path coefficient for Firm Size on ROA is 0.115, demonstrating a positive effect. The
relationship is statistically significant, with a P-value of 0.000 (less than 0.05) and a T-statistic of 3.786
(greater than 1.96). Hence, Firm Size has a positive and significant effect on ROA. Lastly, the path
coefficient for ROA on Leverage is -0.061, indicating a negative relationship. However, this effect is not
statistically significant, as evidenced by a P-value of 0.224 and a T-statistic of 1.218, both outside the
significance range. Consequently, ROA negatively affects Leverage, but the effect is insignificant.

Table 5. Specific indirect effect
Original Sample (O) T Statistics (O/STDEV|) P Values
Firm Age -> ROA -> Leverage -0,001 0,235 0,815
Firm Size -> ROA -> Leverage -0,007 1,183 0,237
Source: Data processed by researchers in 2023

The indirect effect of Firm Age on Leverage through Return on assets (ROA) is -0.001, with a P-
Value of 0.815 which is greater than 0.05 and a statistical t-value of 0.235 which is smaller than 1.96. This
indicates that Return on assets (ROA) negatively mediates but is not statistically significant on the
relationship between Firm Age and Leverage. The indirect effect of Firm Size on Leverage through Return
on assets (ROA) is -0.007, with a P-Value of 0.237 which is greater than 0.05 and a statistical t-value of
1.183 which is smaller than 1.96. This indicates that Return on assets (ROA) negatively mediates but is not
statistically significant on the relationship between Firm Size and Leverage.

ROA negatively affects firm age and leverage, although not significantly. This implies that company
age indirectly influences leverage, but not statistically. Crouzet & Mehrotra (2020) found that firm age
affects business cycle responses, including capital structure. According to Myers 1984 Pecking Order Theory
implies companies will seek internal funding before debt or equity. In this study, firm age and leverage may
be affected by firms' preference for ROA over leverage to produce profits. We found that ROA is not a
statistically significant mediator, making pecking order theory difficult to apply. Serrasqueiro & Caetano
(2014) Market Timing Theory posits that firms will adapt their capital structure based on market conditions,
hence older firms may have more time to progressively adjust leverage. We observed no association between
company age and leverage in our investigation.

This study indicated that ROA negatively but insignificantly mediates firm size and leverage,
suggesting that ROA indirectly affects leverage. Nigerian developing economies can use Ibhagui & Olokoyo
(2018)'s findings on business size and leverage. Myers 1984 proposed the Pecking Order Theory to explain
business size and leverage. ROA-generated internal finance may reduce debt for larger companies. ROA's
mediating role was not statistically significant, hence the pecking order theory could not be used. Market
Timing hypothesis Serrasqueiro & Caetano (2014) may affect business size and leverage. Larger companies
may lower leverage better in good markets. This study implies Market Timing theory needs a stronger link
between business size and leverage. Therefore, it is difficult to determine if Market Timing theory influences
company size and leverage in this study. This study does not explain age, business size, and leverage's
insignificance. Other variables may have contributed. Research indicates that factors including profitability,
liquidity, and expansion might impact a firm's capital structure (AL-Homaidi et al., 2020; Anton, 2016; Isik
et al., 2017). So, other reasons may explain the association between company age, size, and leverage.

Capital structure has been linked to firm age and size in some research. Bhat et al., (2023) found that
business size influences leverage in India, while Yahaya & Tijjani (2021) found a high correlation between
age, size, and leverage in Nigeria. Thus, regional or sectoral differences may affect this study's outcomes.
These results do not prove that company age and size do not effect leverage in this investigation. This shows
that ROA does not statistically mediate firm age, size, and leverage. Other factors may explain such
connections better than ROA.
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Finally, our analysis emphasizes the need for more research on firm characteristics and capital
structure. For deeper firm age, size, and leverage relationships, future studies may include other variables or
techniques. Comparative country or sector study may uncover unique influences.

4. Conclusion

This study found that Return on Assets (ROA) acts as a negative but statistically insignificant mediator in the
relationship between firm age and leverage. Although Pecking Order theory and Market Timing theory have
been proposed to explain this relationship, the study results show that the role of ROA is not strong enough to
support this theory. It was also found that firm age and size have an insignificant influence on leverage
through ROA, suggesting that both factors do not influence leverage as expected based on previous theories.
These findings emphasise the need for further research to understand how firm characteristics affect capital
structure. The results of this study should not be interpreted that firm age and size do not affect leverage.
Rather, these results suggest that ROA does not play a statistically significant mediating role in the
relationship between firm age, firm size and leverage. Therefore, additional factors may be more responsible
for explaining the relationship than ROA alone, and future research may need to include additional variables
or methods to explore the deeper relationship among firm age, firm size and leverage.

This study holds practical implications for decision-makers in Indonesian firms. Understanding that
traditional financial metrics like ROA may not sufficiently explain the nuances of leverage decisions in local
contexts can guide executives towards more contextual and comprehensive analyses. Firms might benefit
from considering a broader array of factors, including market conditions and internal capabilities, when
making decisions about their capital structure. This could lead to more tailored and effective financial
strategies that are aligned with both corporate objectives and the specific economic environment of
Indonesia. This study contributes to the ongoing discourse on capital structure by highlighting the potential
limitations of widely accepted financial theories when applied in a developing market context like Indonesia.
It calls for a reassessment of theoretical assumptions and encourages the exploration of other influential
factors that could better explain the dynamics of leverage within different economic environments.

Research limitations

This research only considered three variables of company age, size and return on assets (ROA).
Other considerations such as profitability, liquidity and growth may influence capital structure of firms as
well. Integrating these additional variables will create a clearer picture of all factors impacting capital
structure for any firm. As this study's scope is restricted to Indonesia-listed companies, its findings may not
apply equally well to companies operating across other markets or unlisted firms. Research in various
countries or with unlisted firms could offer new insight into how firm characteristics impact capital structure.
This study does not investigate any moderating variables, such as macroeconomic environment, industry
regulations or firm ownership characteristics that might modulate between firm characteristics and capital
structure relationships. Modifying variables should be factored into an analysis to gain more of an insight
into how firm characteristics impact capital structure. Here, ROA was chosen as an indication of firm
profitability. However, other measures of profitability might prove more suitable to this study, including
return on equity (ROE) or net income. Utilizing different measures may lead to different and more
comprehensive results from analysis.

Suggestion for further research

Future researchers should investigate additional variables that affect capital structures of companies,
including profitability, liquidity, growth and risk. By including additional factors affecting firm capital
structures - such as profitability, liquidity growth or risk - researchers can gain a fuller picture of all factors
contributing to its composition. Future scholars could investigate relationships between firm characteristics
and capital structure across markets or countries for greater insight. This would give additional knowledge as
to how firm characteristics shape capital structure differently depending on the environment where firms
exist.
Future researchers should carefully assess any moderating variables, such as macroeconomic conditions,
industry regulations or firm ownership characteristics which might alter the relationship between firm
characteristics and capital structure. This analysis will offer an in-depth examination of how firm
characteristics affect capital structure in specific environments. Future researchers could use alternative
profitability measures, like return on equity (ROE) or net income, to investigate the relationship between firm
profitability and capital structure. Doing this would enable researchers to see how different measures of
profitability affect this relationship; additionally they could include other theories related to capital structure
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such as trade-off theory or agency theory for further understanding the factors affecting firm capital structure
decisions.
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